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Zale Corporation 


Zale Corporation, established as a 
jewelry retailer in 1924 in Wichita 
Falls, Texas, is today the world's 
largest retailer of fine jewelry, and one 
of this nation’s dominant specialty 
retail organizations. 

There are three major jewelry divi¬ 
sions: the Zale Jewelers Division 
serves middle America in 817 stores; 
Bailey Banks & Biddle Jewelers 
(previously known as the Fine 
Jewelers Guild Division) is comprised 
of 309 carriage trade jewelry stores 
operating under 37 trade names; 
Diamond Park Fine Jewelers operates 
fine jewelry departments in 215 
department, discount and specialty 
stores. 

The Company operates retail 
jewelry stores in 199 locations in 
Western Europe and the United 
Kingdom. Corporate management has 
recently announced its intention to 
relinquish these International retail 
operations as well as dispose of its 
airport newsstands and catalog 
showrooms. 

Zale Corporations jewelry opera¬ 
tions are vertically integrated in that 
the Company purchases diamonds 
and other precious gems and metals 
and operates its own jewelry manufac¬ 
turing facilities. In addition, financial 
services, including consumer credit 
and various types of insurance pro¬ 
ducts, are offered by corporate 
subsidiaries. 

The corporate headquarters is in 
Dallas, Texas. The Company’s 
merchandise manufacturing and 
worldwide procurement activities are 
managed by executives in its New> 

York facility. Satellite offices, located 
in major cities around the world, pro¬ 
vide support in acquisition, manufac¬ 
turing, distribution and replenishment 
coordination. 


Financial Highlights 



(dollar amounts in thousands except per share amounts) 


Year Ended March 31, 
1986 1985 


1984 

Net Sales 

SI 

,107,173 

% 1,054,338 

SI ,003,219 

Earnings before Unusual Items and Income Taxes 

$ 

27,875 

S 

59,802 

% 

55,087 

Unusual Items —- Charges for Business Restructuring and Reinsurance Losses 


120,100 


— 


— 

Earnings (Loss) before Income Taxes 


(92,225) 


59,802 


55,087 

Income Tax Charge (Credit) 


(31,100) 


21,000 


19,700 

Net Earnings (Loss) 

$ 

(61,125) 

s 

38,802 

$ 

35;387 

Net Earnings (Loss) Per Share 

s 

(4.97) 

s 

3.20 

% 

3.01 

Return on Sales 


(5.5)% 


3.7% 


3.5% 

Shareholders' Investment per Common Share— 

LIFO 

s 

32.91 

I 

37,99 

$ 

37.01 

Pro Forma FIFO 

$ 

38.09 

$ 

43.35 

$ 

43.90 

Dividends per Common Share 

$ 

1.32 

$ 

1.305 

s 

1.26 
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Ben A. Lipshy 
1910 - 1985 


all of the good things 
you'd like people to say about you . . . 
people said about Ben Lipshy. 





e was born of immigrant parents who fled 
Russia to seek a new life in America. The 



Udys and Ben celebrating their 50th wedding anniversary in 198). 


family settled in the then-struggling frontier 
town of Fort Worth f and Ben and his seven 
brothers and sisters grew up during the 
hard bitter days of the Depression. 

Yet always in the kitchen there was his parents' blue 
tin can , the humble symbol of the family's solidarity 
both among themselves and with society through sharing. 
Each week, each member of the family dropped in as 
much as be or she could spare ; to give to others who had 
even less . 

Long before he finished high school ' Ben had gone to 
work for a local jewelry store owned by his sister’s hus- 
band, Morris Zale , 

By 1954 Ben had moved to Amarillo to manage the 
company's new store there. In the midst of hard times 
everywhere, Ben somehow made the store prosper; and 
his unusual ability earned him the group management of 
a number of stores. 

By 1947 Zales Jewelers had become a national opera¬ 
tion. And Ben Lipshy was its newly elected corporate 
treasurer, an office he held until his elevation to the 
presidency in 195 7 

Then in 1971, Ben was named chairman of the board 
of Zale Corporation , now an international organization 
with more than fifteen hundred outlets and some seven¬ 
teen thousand employees. 

Yet despite the staggering demands of his position, Ben 
never forgot the lesson of the blue tin can." 

— Program Notes, 1973 National Jewish Hospital and 
Research Center Dinner honoring Ben A. Lipshy. 

Ben retired as board chairman in 1980, after 54 years of 
contribution to Zale Corporation. He had a major impact 
on the Company's operations, and helped establish a 
framework for company growth, initially addressing 
himself in 1957 to organizational structure and store 
expansion. He helped direct the first public offering of 
Zale Common stock in 1957. 

Ben played a key role in expanding the Company’s 
manufacturing capability and the direct purchasing of 
rough diamonds. He was the guiding force behind Zale’s 
store expansion into shopping malls. Throughout his 
career, Ben Lipshy established a reputation of hard work 
and integrity. He was both a man who cared and a leader 
who got things done. His leadership and personality 
helped shape the underlying precepts of what Zale is 
today, both corporately and as a member of our society. 

His record of public service was impeccable, his philan¬ 
thropic beneficiaries too numerous to list (and for the 
most part invisible to public view), and his awards and 
honors legion. He has been eulogized and memorialized 
on other pages in his various roles. We pause, on these 
pages, to pay homage to a man we respected, and 
admired but most importantly loved. Listen to what 
people said about Ben Lipshy . . . 
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1 'William Shakespeare wrote something to the effect that 
what good men do is often interred with their bones. 
Shakespeare never knew Ben Lipshy 

—Dallas Community Leader 

“An old friend once said, ‘Life is a gift tied with heart 
strings—and Ben is one of those who leave behind much 
love and many heartstrings.” 

—Family Friend 

“For a man to have accomplished so much and still be 
such a warm and responding person, shows to me what 
a truly great man he was . He helped me, laughed and 
joked with me and showed me a side of him that a 
person in his position usually doesn't have tune to share 
with an employee . I have never worked for and respected 
a man more and probably never will S' 

—Zale Corporation Employee 

“Uncle Ben was always a man / respected and looked up 
to ; and just hearing bis name always brought a smile to 
my face." 

—Family Member 

“In one's lifetime it is rare to know someone of whom it 
can be said, ‘The world was a better place because he 
lived in it . r Ben was one of those people and my life has 
been richer for having known him." 

—Dallas Industrialist 

“Ben truly was the rare man of vision—he saw with 
both his head and his heart , ” 

—Government Official 

\A measure of a great man is bow he treats people who 
can neither help him nor hurt him. I was precisely in 
that position ... and he gave unselfishly of his time and 
of himself throughout the entire endeavor " 

—College Professor 

“Ben was a marvelous friend. His last words to me 
were\ ‘Let me know what I can do to help/ We will miss 
him very much." 

—Director, Non-Profit Organization 

“The beauty of Ben Lipshy was that when / did call on 
him be made me feel so comfortable ; as if I was doing 
him a favor by letting him. solve my problems . They say 
that when you need a helping hand the best place to find 
it is at the end of your own arm, Funny how many 
times I found it at the end of the arm of one 
l Mr. Ben Lipshy V* 

—Friend and Business Associate 



Ben and greal-grandson Jeffrey in 1985. 


“f have had the good fortune to share nearly every day 
with Ben Lipshy—from childhood to manhood f from 
marriage to grandfather. Up early , hard working highly 
energetic ; with calm, good judgment and always at my 
side . Constant, dependable, loyal and devoted , There is 
just no way to separate Ben Lipshy from Zale Corpora¬ 
tion or my daily life and work. Kind, generous, a friend 
to so many people. What a great blessing to me but more 
importantly to all mankind. Each of us is better just 
because of Ben Lipshy. ’ ’ 

—M B. Zale 

Business Partner and Lifelong Friend 
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Letter to the Shareholders 




Executive Officers (left to right) Richard F. Mitchell, 
Donald Zale, Bruce A. Lipshy and iMarvin Zale. 


iscal 1986 was a year that tested all of us in 
many different ways. The interaction of 
various economic variables prompted a mixed 
response from consumers throughout the 
year Our own sales efforts were additionally 
impacted by a partial merchandise assortment conversion 
and heightened promotional efforts designed to liquidate 
older goods from our stores’ inventory Throughout the 
year our objectives with respect to corporate structure 
and strategy were examined and strengthened. Finally at 
year-end, we announced our decision to restructure the 
corporation (see Restructuring to Meet Strategic Objec¬ 
tives, pages 8 - 10). 

Sales for the fiscal year ended March 31, 1986 were 
# 1 , 107.2 million, an increase of 5.0 percent from the prior 
year’s level. Gross margin declined from 38.9 percent to 
35.5 percent of sales reflecting the change in the LIFO 
credit which was $31.2 million and $1.8 million in 1985 
and 1986, respectively. Selling, general and administrative 
expenses as a percent of sales increased by 0.7 percent 
while interest expense declined 1.0 percent of sales. Both 
of these changes were related to the sale and simultaneous 
leaseback of the corporate headquarters in April 1985. 

Overall demand for fine jewelry during the Christmas 
1985 selling season was lower than we had forecast. This 
shortfall, coupled with some pressure from the flow of 
new' merchandise orders to support the rollout of the 
remerchandising programs, increased the year-end inven¬ 
tory level. Sales activity has improved for the early spring 
period. 

During fiscal 1986 we made some organizational 
changes in our domestic jewelry operations. For some 
time we have been examining the alternatives for 
strengthening the marketing thrust of our Fine Jewelers 
Guild Division. These carriage trade stores have been 
operating under 37 different trade names. While this has 
allowed us to take full advantage of local market name 
recognition, it has constrained the implementation of a 
number of possible programs to achieve economies of 
scale. We have renamed the division Bailey Banks & 

Biddle Jewelers for a number of reasons: this is our 
strongest trade name and we want to give it even greater 
prominence; over time, we plan to consolidate some of 
the other trade names and this change will give us a 
better umbrella; the change is symbolic of the division’s 
drive to achieve a more centralized approach to 
merchandising programs allowing for better planned 
and controlled assortments. 

The other organizational change affected the Zale 
Jewelers and Mission Jewelers Divisions. It was determined 
in 1986 that offering credit in all of our 58 Mission 
Jewelers stores would make them more competitive. In 
addition, we decided to take advantage of some operating 
economies that exist in folding their reporting into the 
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Zale Jewelers Division, where they are operated as a 
“subdivision.” These stores will be able to take advantage 
of many of the new merchandising and marketing 
strategies of their Zale Jewelers parent organization. 

There have also been some changes in responsibilities 
within the divisions, in part due to the reorganizations as 
well as to the corporate restructuring. For these and other 
management changes, we direct your attention to the 
listing of officers on the inside back cover. 

On March 24, 1986, we announced that the Company’s 
Board of Directors had rejected a takeover bid for Zale by 
Peoples Jewellers Limited of Canada. The Directors’ deci¬ 
sion followed a presentation from the Peoples’ principals 
and their investment bankers. In the press release issued 
subsequent to the Board’s determination, we indicated 
that we were “pleased with today’s results because it 
opened the way for all shareholders to participate in the 
value grorvth we anticipate for Zale Corporation.” More 
recently, on June 2, 1986, Peoples Jewellers Limited an¬ 
nounced that it was renewing its takeover bid for Zale by 
making a new merger proposal with increased terms. The 
Board of Directors of the Company is expected to con¬ 
sider and act upon Peoples’ latest merger proposal prior 
to the announced annual meeting of shareholders. 

During fiscal 1986 we opened 135 new retail stores and 
closed 63 existing units. The most dramatic expansion in 
net new stores was seen in the Diamond Park Fine 
Jewelers Division, with the Zale Jewelers Division also 
reflecting net additions. Bailey Banks & Biddle Jewelers 
had a net decline in the number of stores, while the other 
divisions as a group were essentially flat. Our plans for 
fiscal 1987 call for the addition of approximately 65 new 
stores and the closing of about 25 existing sites. Our com¬ 
mitment to an aggressive remodeling and renovation pro¬ 
gram continues and will serve to further strengthen the 
productivity of those existing stores which warrant 
additional investment. 

We are very pleased to be able to report to you that the 
cutting and polishing of the 890 carat diamond wc 
acquired in November 1984 proceeds on schedule. Barring 
any unforeseen complications, we expect work to be 
complete on the diamond by Fall 1986. It continues to 
appear that this stone will ultimately yield the largest dia¬ 
mond in the world. 

In early May, the Central Selling Organization (a branch 
of DeBeers diamond syndicate) implemented a previously 
announced IV 2 percent overall increase in diamond prices 
at the wholesale level. The price increases vary widely 
based on size and quality considerations. At this point it 
appears that the impact on Zale will be very modest. 

The year ahead is going to be an exciting one for Zale 
Corporation. We will address three separate mandates. The 
first is disposing of our dated merchandise in an orderly 
manner, making every effort to contain the margin impact 


of these activities. Second, we will pursue our announced 
objectives with respect to the Aeroplex, O.G. Wilson, 

Christ Jewellers and Zale U.K. operations. And finally, we 
will be implementing our marketing/merchandising divi¬ 
sional plans to maximize their impact on both market 
share and profitability. We are seeing some signs currently 
that demand for fine jewelry may be firming. Our restruc¬ 
tured focus will give us even greater capability for 
exploiting new opportunities. 

In late May 1986 it was announced that the Greyhound 
Corporation had agreed to purchase Aeroplex Stores, Inc. 
The completion of the purchase is conditioned upon 
obtaining the appropriate consents from certain airport 
authorities and other landlords. 

On Wednesday, November 20, 1985, Ben A. Lipshy, 
Chairman Emeritus of Zale Corporation suffered heart 
failure and died. He was 75 years old and had spent 58 of 
those years contributing to and guiding the development 
of this Company. We miss him far more than we can 
express. Please see pages 3 to 5 for a tribute to the man 
who so richly deserved our love and respect. 

The support of our associates and shareholders and the 
goodwill of both customers and suppliers is, and con¬ 
tinues to be, critical to our success. Our thanks to each of 
you for your support and goodwill; your confidence is 
deeply appreciated. 






June 6, 1986 
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Restructuring to Meet Strategic Objectives 


1984: Every business needs some form of systematic 
abandonment policy. Each product , process, activity and 
service—internal and external—periodically should be 
reexamined. An enterprise has to be kept lean and 
muscular, capable of taking strain but also capable of 
moving quickly to avail itself of opportunity. 

In the course of the past year we have involved 
management throughout the Company in a series of 
focused studies f evaluations and proposals for action 
involving many elements of corporate activity ” 

— Zale Corporation 1984 Annual Report 


1985: f< Recognizing the need for change , even identifying 
the direction of that change is just the start. Undergoing 
change and trying to maintain an environment that 
enables that change is very challenging. 

It is our intent to direct the evolution of Zale Cor¬ 
porate Culture by maintaining an attitude of openness 
and honesty in evaluation of both our strengths as well 
as opportunities for improvement . In essence ; we seek to 
take the best ingredients, create the optimal environment 
and allow the time necessary to achieve both corporate 
and personal preeminence. ” 

— Zale Corporation 1985 Annual Report 


1986: “The major restructuring plan announced by Zale 
involves a revaluation of inventory and certain other 
assets to reflect market conditions and new plans for 
existing retail operations in Western Europe\ The plan 
also calls for the disposition of two underperforming 
non-jewelry retail divisions. 11 

— Zale Corporation March 1986 Press Release 


he corporate restructuring announced just prior 
1 to the fiscal year-end will intensify the Com¬ 
pany’s focus on domestic jewelry retailing. In 
the past two years, Zale has focused its 
efforts on redirecting its divisions through a 
realignment of the overall merchandise mix and an in¬ 
creased focus on marketing. This is the second phase in 
the Company's retailing strategy of corporate repositioning 
and asset redeployment. The strategic objective here is to 


8 




achieve enhanced profitability and return on assets 
through dominant market leadership, That leadership, 
along with growth potential, exists in the domestic 
jewelry divisions and that is where efforts and assets will 
be focused. 

The major thrust of the restructuring plan encompasses 
three elements: 

■ the immediate disposition of the Aeroplex and 
O.G. Wilson Showroom Divisions. 

■ relinquishing the retail operations in Western Europe 
and the United Kingdom. 

■ the elimination of obsolete, slow-turning items from the 
inventories of the domestic jewelry retail divisions. 

Execution of the first two elements will complete the 
refocusing of the corporation on domestic jewelry retail¬ 
ing. The merchandising component of the restructuring is, 
perhaps, the most significant in that it will serve to enable 
the Corporation to move rapidly to implement new divi¬ 
sional strategies. 

One outgrowth of Zale’s focus on domestic jewelry 
retailing was the decision that the Aeroplex Division was 
not an appropriate fit with this direction. In the case of 
the O.G. Wilson Catalog Showrooms, management has 
determined that, without substantial additional investment, 
we will be unable to effect the improvement in operations 
necessary to generate an appropriate return on assets. 
Willoughby & Taylor, a mail-order company, was sold in 
1985 following a similar evaluation. 


ur international operations presented a different 
set of considerations in that, while both are 
profitable jewelry retail businesses, neither 
meets the criteria established in the corporate 
repositioning. We have operated in the United 
Kingdom since 1968 and have established the division as 
the third largest jewelry retailer in that market. Our 
marketing research and analysis indicates that the division 
would not achieve a position of market dominance nor 
would it achieve a rate of growth consistent with that at¬ 
tainable in the U.S. Our business in Western Europe is 
now growing both in sales and profits, following an initial 
period of losses. However, as we have proceeded with our 
market research efforts, it has become increasingly clear to 
us that our capital would be better employed in attaining 
our objectives domestically. 

Some of the factors that were critical to the decision to 
focus on jewelry retailing in the United States included: 

■ a significantly higher rate of population growth through 
the year 2000 in the U.S. than in the United Kingdom and 
Western Europe. 


■ a median household income level of over $25,000 (in 
1982 dollars) by 1995. 

■ households with incomes between $20,000 and 
$50,000 will increase by 25 percent between 1980 and 
1995. 

■ households with incomes of $50,000 and more will 
grow faster than any other income class; they are ex¬ 
pected to triple in that same time period. 

In addition to these demographic factors, the overall 
direction of the U.S. markets for fine jewelry will enable 
us to aggressively capitalize on the fashion/style orienta¬ 
tion of our new merchandising programs. Various 
psychographic shifts including changing attitudes toward 
buying and wearing fine jewelry will also enhance our 
opportunities. 


irtually from its founding through the early 
1980’s, Zaie Corporation witnessed steady infla¬ 
tion in its gemstone and precious metal com¬ 
modities coupled with relatively low interest 
rates. This combination allowed the Company 
and the industry to operate without significant concerns 
about inventory aging. The economic upheaval of 
deflating commodity prices and a surge in interest rates 
created, for the first time, a need to address “aged 0 
inventory. Like non-jewelry retailers, Zale needed to track 
inventory by age and focus on methods of removing ob¬ 
solete merchandise from its stores. 

Other changes were also in the wind. As reported in 
that year’s annual report, during 1983 the Company began 
to develop a new strategic plan. It addressed these and 
other conditions impacting jewelry retailing and proposed 
to shift Zale’s emphasis from a manufacturing and com¬ 
modity driven corporation to a marketing driven one. 

To successfully implement this shift, executives were 
recruited from the fashion retailing environment of depart¬ 
ment and specialty stores during 1984 and 1985. At the 
same time markdowns and special promotional efforts 
were begun to attempt to eliminate the dated inventories. 
By year-end 1985, some limited progress had been made 
in clearing the older merchandise. However, it was evident 
that traditional approaches would not allow us to move 
forward with our new merchandising strategies as prompt¬ 
ly as desired. 

As jewelry became a fashion accessory and the under¬ 
lying commodity value became more volatile, it was 
apparent that inventory turnover improvement was critical 
to our success. We needed to plan and execute a solution 
that would enable us to get ahead of the inventory aging 
problem. 
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he 1986 programs were designed to utilize a 
combination of aggressive promotions and ex¬ 
tensive point of sale markdowns. Concurrently, 
management began evaluating alternative 
methods of dealing with this layer of less pro 
ductive merchandise with a focus on improving corporate 
profitability This produced a merchandise strategy which 
focuses on problem inventory earlier and differently for 
each class of merchandise. 

Progress toward eliminating the residual dateline pool of 
goods had been too slow and had detracted from 
mainstream programs. By the end of fiscal 1986, manage¬ 
ment concluded that a significant loss on the disposal of 
this merchandise would have to be incurred in order to 
accomplish the merchandising and long term strategic 
objectives of the domestic jewelry divisions. 

Beginning this year, merchandise management will en¬ 
compass programs to ensure that virtually all goods are 
sold prior to becoming dated. This will be accomplished 
by a purge, prior to March 31, 1987, of all merchandise 
that exceeds the dated targets. Therefore, substantially 
larger markdowns will be taken during fiscal 1987 than 
have historically been the case. These will consist of both 
retail markdowns and, in some cases, reworking and 
recycling some gold and diamond commodities. 

Hereafter, heightened attention will be focused on main¬ 
taining the inventory age balance by a continuous pro¬ 
gram of cleansing markdowns. The more current mer¬ 
chandise will no longer be intermingled with the less pro¬ 
ductive merchandise and will no longer compete with the 
dated merchandise for promotional effort and manage¬ 
ment attention. As a result, for the year ahead, we expect 
overall inventory levels to become more productive, 
inventory turnover rates to increase, promotion and other 
operating expenses to become more efficient, resulting in 
improved sales and profitability. 

in summary, our restructuring strategy is based on the 
fact that we can best maximize retailing profitability and 
return on assets through dominant market leadership. We 
have that leadership in our Zale Jewelers, Bailey Banks & 
Biddle Jewelers and Diamond Park Fine Jewelers Divisions, 
and that is where our efforts will be focused. The inven¬ 
tory revaluation is critical to our overall domestic 
strategies because it will ensure that the merchandise 
assortment is current. 

Our announced restructuring produces a leaner and 
more focused corporation. From our increased concentra¬ 
tion of resources and efforts, we expect to make substan¬ 
tial progress in market share and profit margin in each of 
our businesses. 

The Zale Jewelers Division plans aggressive expansion 
of its very successful remodeling/refurbishing programs 
along with the completion of the in-store inventory con¬ 
version to meet current merchandising assortment criteria. 


The efforts of the Bailey Banks & Biddle Jewelers Division 
will be focused on centralizing their stores’ merchandising 
programs with a view to optimizing the divisional assort¬ 
ment plans. For Diamond Park Fine Jewelers, fiscal 1987 
will be largely a period of digesting their enormous 
growth in operations and refining the systems and pro¬ 
cedures designed to enhance operating margins. 

In addition to the merchandising programs and plans 
specific to each of the divisions, we will gain intensified 
support in three areas: 

■ manufacturing capability has been streamlined and 
refocused over the last year and now truly functions as a 
responsive preferred vendor for mainstream assortments. 

■ the credit authorization, extension and collection 
systems have made further progress and offer additional 
advantages in the stores’ marketing efforts through such 
programs as "instant credit.” 

■ the newly-constituted corporate marketing operation 
will focus on supporting each of the divisions in their fur¬ 
ther understanding of how T and to whom to target its 
offerings. 

The impact of the restructuring on Zale’s financial 
statements is obviously dramatic for the year just ended. 
Further, the year ahead will be affected by the disposi¬ 
tions of business units as well as the inventory liquidation. 
We fully expect, however, that the significant impact of 
these moves will be realized over the next several years as 
the realignment and concentration of our focus produces 
concurrent growth in market share and margin expansion. 
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Corporate Responsibility 



Z-jilc cmployee/voJunteer makes a meals-on-wheels delivery. 


‘‘Ben bad a special sense of brotherhood and 
an unlimited capacity for giving . . . Holding someone's 
hand who was in pain was as important to Ben as hold¬ 
ing a benefit dinner Righting a wrong was as important 
as writing a check/ 1 

— Donald Zale; remarks at May, 1986 Dinner Tribute for 
Ben Lipshy — National Council of Christians and Jews 

ale Corporation has always sought to foster an 
environment in which each individual is 
encouraged and inspired to participate actively 
within the community. That participation could 
. take many forms—civic, political, social service, 
educational, or artistic. Ben A. Lipshy was a leader within 
the Company in many respects, not the least of which 
was his dedication to active involvement in all aspects of 
community service. That commitment was, and is, our 
great pride. 

The Zale Foundation and the Zale Corporation made 
combined charitable contributions of cash and merchan¬ 


dise valued at about #1,6 million in 1986. These monies 
were committed on behalf of a number of programs or 
projects in the fields of health and medicine, education 
and the arts. 

The United Way programs nationwide have continued 
to be one of the focal points for Zalc’s involvement in 
each of the communities in which we operate. Zale Cor¬ 
poration and its employees made donations and pledges 
to United Ways throughout the country, totalling about 
$350,000. Additionally Bruce Lipshy Zale’s President, 
served as the General Campaign Chairman of United Way 
of Metropolitan Dallas’ 1985-1986 Campaign. Despite a dif¬ 
ficult local economic environment, the efforts of those in¬ 
volved in that campaign produced a 10 percent increase 
in funds raised, collecting a total of over $32 million. 

Zale Corporation was honored with the Womens Center 
of Dallas award for outstanding commitment to child care 
in the Summer of 1985. The Zale Child Care Center, in its 
seventh year of operation, continues to be the focus of in¬ 
quiry and attention on the part of other corporations and 
child care professionals worldwide. In the realm of higher 
education and as part of Zale’s ongoing support commit¬ 
ment to Bishop College, Donald Zale, the Company’s 
Chairman, hosted a reception for Bishop College and the 
United Negro College Fund. The reception “kicked-off ’ 
the first combined corporate campaign conducted in over 
six years. A portion of every dollar raised in this U.N.C.F. 
campaign will be contributed directly to Bishop College. 

Last year’s annual report highlighted individual volunteer 
efforts on the part of some Zale employees. In the Fall of 
1985, the Company expanded its commitment to indi¬ 
vidual service and agreed to support the efforts of a 
group of employees from corporate headquarters—the 
Zale Association of Volunteer Employees (ZAVE) was form¬ 
ed. The Company supports ZAVE both by corporate con¬ 
tribution as well as work release time for those employees 
who wish to assist in the various volunteer programs. The 
association has already chalked up a number of successful 
campaign efforts including: a meals-on-wheels program; 
North Texas Food Bank drive; toy collection for the 
Children’s Medical Center; a senior citizens Olympics; a 
party in and for the pediatric unit at Parkland Hospital; a 
new Junior Achievement program. 

Volunteerism is a uniquely American phenomenon. It 
undoubtedly springs from the same characteristics that 
prevailed in the establishment of the communities, cities 
and states that make up this great country—independence 
and self-reliance coupled with the deep-seated urge to 
lend a helping hand to the neighbor who had less. All 
of our efforts to become better citizens—individually 
and corporately—begin with the needs within each of 
our communities. We are proud of the contributions 
and the achievements of our associates throughout 
Zale Corporation. 
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Retail Locations March n , issb 


The three domestic jewelry divisions had operations in 1,341 locations and in 49 states at the fiscal year-end. 



Zale 

Bailey Banks & 

Diamond Park 


Jewelers 

Biddle Jewelers 

Fine Jewelers 

Alabama 

15 

5 

2 

Alaska 

12 



Arizona 

14 

8 

10 

Arkansas 

14 

2 

6 

California 

77 

48 


Colorado 

23 

8 


Connecticut 1 1 

Delaware l 

Florida 

53 

19 

12 

Georgia 

21 

8 

15 

Guam 1 

Hawaii 

9 

3 


Idaho 

7 



Illinois 

2 ) 

9 

17 

Indiana 

15 

1 


Iowa 

15 



Kansas 

10 

3 

7 

Kentucky 

5 

1 


Louisiana 

20 

18 

5 

Maine 

2 

1 

1 

Maryland 

12 

6 


Massachusetts 

6 

5 

12 

Michigan 

18 

10 


Minnesota 

2 


13 

Mississippi 

11 

4 

3 

Missouri 

19 

8 

18 

Montana 

4 



Nebraska 

4 



Nevada 

5 

4 

3 

New Hampshire 

2 

2 


New [ersey 

10 

9 


New Mexico 

17 

I 

4 

New York 

16 

- 

3 

North Carolina 

18 

3 

5 

North Dakota 

6 



Ohio 

14 

15 


Oklahoma 

31 

10 

12 

Oregon 

1 l 

3 


Pennsylvania 

1 3 

15 


Puerto Rico 

8 



Rhode Island 

2 

1 

3 

South Carolina 

9 


3 

South Dakota 

7 



Tennessee 

15 

9 

5 

Texas 

1 6 J 

51 

45 

Utah 

10 

4 


Vermont 1 

Virginia 

16 

3 

1 

Washington 

19 



Wisconsin 

13 

3 

9 

Wyoming 

3 



Total 

817 

309 

215 


In addition to the locations noted above, the Aeroplex Division operated 88 stores in 9 states and the District of Columbia, 
and there were 13 O.G. Wilson Catalog Showrooms operating in 3 states at year-end. International operations included 64 
stores in West Germany, 22 in Switzerland and 113 in the United Kingdom. 
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Sales By Retail Division 



(amounts in thousands) Year Ended March 31, All Stores Comparable 



1986 

1985 

% Change 

Stores % Change 

Zale Jewelers* 

5 486,104 

S 460,443 

+ 5.6% 

+ 4.2% 

Bailey Banks & Biddle Jewelers 

5 317,493 

1 326,343 

-2,7% 

- 1.5% 

Diamond Park Fine Jewelers 

5 77,461 

S 61,237 

+ 26 , 5 % 

+ 1 . 5 % 

Ac r op lex 

5 59,613 

$ 50,715 

+ 17.5% 

+ 6.8% 

Christ Jewellers, Europe 

5 530^0 

S 45,788 

+ 16.1% 

+ 1 1.8% 

Catalog Showrooms 

5 44,622 

1 4?,279 

- 5.6% 

* 9 . 3 % 

Zale Jewellers, Ltd., U.K. 

$ 39,837 

S 32.972 

+ 20.8% 

+ 17.9% 


* includes Mission Jewelers stores 


ZALE CORPORATION'S U.S. RETAIL JEWELRY LOCATIONS 
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Operations Review 


he fiscal year ended March 31, 1986 encom¬ 
passed a number of significant events. Our 
major jewelry divisions made good progress in 
their repositioning efforts. Despite generally 
sluggish consumer interest in fine jewelry, sales 
increased 5.0 percent for the fiscal year. Pretax earnings 
before unusual items were $27.9 million compared with 
$59.8 million in fiscal 1985. 


■ Zale Jewelers stores generated sales of $457.0 million in 
the year, an increase of 4.9 percent from fiscal 1985 
revenues. Comparable stores' sales rose 4.0 percent. The 
divisional remerchandising programs, which established 
new store merchandise assortments in the fall, were met 
with good response from consumers. Although overall 
sales activity was constrained somewhat by both 
economic factors and some in-store assortment problems 
during the merchandising transition earlier in the year, it 
is clear that the new direction is very much on target. 

A “subdivision" of the flagship group, Mission Jewelers 
continued to show good sales growth, generating a 
revenue increase of 17.7 percent for 1986. Comparable 
stores’ sales grew 8.1 percent. 

Combined sales for the Zale and Mission stores were 
$486.1 million, an increase of 5.6 percent; on a com¬ 
parable. store basis, sales rose 4.2 percent. The entire divi¬ 
sion added 36 new stores and closed 18 existing units 
during fiscal 1986. At year-end, there were 817 stores in 
operation in 48 states and Puerto Rico. 


■ Bailey Banks & Biddle Jewelers (formerly the Fine 
jewelers Guild) member stores had a decline of 2.7 per¬ 
cent in sales, generating 1986 revenues of $3175 million. 
Stores open in both 1985 and 1986 periods showed sales 
down 1.5 percent. At year-end, stores in this division were 
operating under 37 different trade names including Bailey 
Banks & Biddle, Corrigan’s, Hausmann’s and Granat Bros. 
The divisional management, as part of its announced 
renaming and reorganization plans, has determined to pur¬ 
sue a more centralized direction for this division. There 
were 11 new stores added and 23 locations closed during 
1986. At year-end, there were a total of 309 member 
stores operating in 36 states and Guam. 


extraordinary growth in operations, adding 66 new leased 
fine jewelry department locations and discontinuing 
operations in 3 locations. A total of 215 leased depart¬ 
ments were in operation at the end of fiscal 1986. 

■ Aeroplex stores produced 1986 sales of $59.6 million, 
up 175 percent from their year earlier revenue level. Units 
open for both periods had a volume increase of 6.8 per¬ 
cent. New stores were opened in 5 locations, while 8 ex¬ 
isting stores were closed during the year. There were 88 
units in operation at year-end. 

■ Catalog Showrooms generated revenues of $44.6 
million, down 5.6 percent from Fiscal 1985 sales. However, 
showrooms open in both years had a sales increase of 9.3 
percent. O.G. Wilson started operations in 2 new locations 
and closed 3 existing units; at year-end there were 13 
showrooms in operation. 


■ Christ Jewellers, Europe includes the operations of 
both Christ Jewellers, West Germany and Christ Jewellers, 
Switzerland. Together, these stores increased sales 16.1 
percent to $53-2 million (U.S.). In local currencies, sales 
rose 6.9 percent. There were 4 stores opened and 4 stores 
closed during fiscal 1986, leaving the total number of 
stores in operation at year-end at 86. 


■ Zale Jewellers, Ltd., U.K. had sales of $39.8 million 
(U.S.) an increase of 20.8 percent from the 1985 level of 
revenues. Sales in local currency increased 9.6 percent. 
There were 6 stores opened and 3 closed in the period. 
Stores in operation at the end of fiscal 1986 numbered 113 


■ Diamond Park Fine Jewelers operations generated sales 
of $775 million, an increase of 26.5 percent from the 
revenue base in Fiscal 1985. Comparable stores’ sales grew 
1.5 percent. The division experienced another year of 
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tv and casualty insurance subsidiary These reinsurance 
losses are net of applicable income tax benefits of $3-7 
million and primarily resulted from failures of other 
insurers on contracts entered into several years earlier. 

B The income tax credit for fiscal 1986 included a $4.4 
million charge applicable to results before unusual items 
(13.8 percent effective rate), a $44.8 million tax benefit 
related to unusual items (37.3 percent effective rate) and 
an additional $9.3 million provision (see the Income Taxes 
note to the Consolidated Financial Statements). The 13.8 
percent rate applicable to results before unusual items 
compared with 35.1 percent last year The decreased rate 
reflected lower domestic retailing income and a greater 
proportion of exempt income from the Company’s Puerto 
Rican subsidiary. The 37.3 percent benefit rate on unusual 
items primarily reflected a lower tax than book investment 
basis related to the United Kingdom operations. 

The effective income tax rate for fiscal 1985 was 35.1 
percent compared with 35.8 percent for the prior year 
The slight decline was due to the impact of international 
operations and exempt income of the Company’s sub¬ 
sidiary in Puerto Rico, 

■ Per share results were a loss of $(4.97) in 1986 com¬ 
pared with net earnings per share of $3.20 in 1985 and 
$3.01 in 1984. The results for 1986 consisted of a net loss 
impact of $(6.87) per share from unusual items and the 
additional income tax provision, and earnings of $1.90 per 
share before these items. 

■ The Company's liquidity needs generally consist of 
funding inventory and customer receivables growth, and 
to a lesser degree, capital expenditure requirements for 
retail outlet expansion. The Company expects to meet its 
fiscal 1987 liquidity requirements by cash flow from 
operations, the planned liquidation of unproductive mer¬ 
chandise inventories and proceeds from business unit 
disposals. If necessary the Company can borrow addi¬ 
tional funds through bankers’ acceptances and periodic 
bank borrowings. Adequate lines of credit or other ar¬ 
rangements presently exist for these sources of funds or, 
in management s opinion, could be readily obtained. 
Subsequent to year-end the Company’s commercial paper 
and long-term debt ratings were lowered, and the Com¬ 
pany began to refinance its $139 million of outstanding 
commercial paper with its $225 million of unused credit 
facilities. Alternate funding may be secured through the 
offering of long-term debt securities in public markets or 
other sources. Future funding requirements are not ex¬ 
pected to exceed sources either presently in place or 
available as alternatives. 


■ Working capital decreased to $493-2 million from 
$526.3 million last year. The change occurred primarily 
due to increases in current debt and restructuring 
liabilities and the accrued markdowns on merchandise 
inventories, offset by other increases in inventories and 
customer receivables. This resulted in a current ratio at 
fiscal vear-end of 2.5 to 1 compared with 3-7 to 1 at the 
prior year-end. 

■ Customer receivables turnover compared with last year 
remained at 1.5 times current year charge sales. The 
stabilization reflected last year’s maturation of the extend¬ 
ed customer payment plan initiated in fiscal 1983. Net 
customer receivables increased by $36.3 million this year 
compared with an $18.2 million increase last year. 

■ Inventory turnover averaged 1.3 in 1986 compared 
with 1.2 in 1985. Inventories increased at year-end 1986 
by $57.6 million from the prior year-end due to new 
automatic replenishment programs, an earlier manufactur¬ 
ing cycle this year in response to new programs, and 
higher stocking levels late in the year after the mid-year 
installation of these new programs, partially offset by year- 
end inventory valuation allowances. 

■ Invested capital at March 31, 1986, increased as debt 
increased to fund asset growth. Total debt, including long¬ 
term and short-term debt, was $375.9 million at fiscal 
year-end. This w r as an $89.4 million increase from the 
previous year. The increase was net of $55.5 million of 
proceeds from the sale and simultaneous 25-year operating 
leaseback of a portion of the new corporate headquarters. 
Shareholders' investment decreased to $414.0 million from 
$468.3 million last year as a result of 1986 s unusual 
charges. Capitalization ratios fell due to this increased debt 
and decreased equity Debt as a percentage of total capital 
at March 3b 1986, was 47.6 percent of invested capital 
compared with 38.0 percent last year. Changes in foreign 
currency translation adjustments, included as a compo¬ 
nent of shareholders' investment, resulted primarily from 
the weakening of the US. dollar against the West German 
mark and the British pound, and recognition of the 
cumulative translation loss on the expected disposal of the 
UK. operations. The remaining deferred cumulative 
translation gains at March 3 b 1986, primarily relate to the 
Company’s investment in the Western European 
operations. 

For a discussion of the impact of inflation on purchas¬ 
ing power of the Company’s assets see Supplementary 
Information on Effects of Inflation and Changing Prices 
(Unaudited) (page 33). 
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Quarterly Data (unaudited) 



(amounts in thousands 

First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 

except per share amounts) 

1986 

1985 

1986 

1985 

1986 

1985 

1986 

1985 

Net Sales 

$ 220,078 

222,206 

220,784 

216,699 

468,794 

436,036 

197,517 

179,397 

Cost of sales 

144,706 

139.118 

150,463 

138TI9 

285,914 

262,567 

133,380 

103,958 

Selling, general and 
administrative 

72,138 

70,856 

72,976 

66,787 

115,693 

105,072 

72,106 

67,365 

Interest 

7,303 

9,177 

7,370 

11,522 

8,365 

11,119 

8,884 

8,876 

Earnings (Loss) before 
Unusual Items and 

Income Taxes 

5 (4,069) 

3,055 

(10,025) 

271 

58,822 

57,278 

(16,853) 

(802) 

Unusual items — Charges 
for Business Restructuring 
and Reinsurance Losses 







120,100 


Earnings (Loss) 
before Income Taxes 

» (4,069) 

3,055 

(10,025) 

271 

58,822 

57,278 

(136,953) 

(802) 

Income Tax Charge (Credit) 

(1,700) 

1,300 

(3,250) 

(250) 

18,600 

21,750 

(44,750) 

(1,800) 

Net Earnings (Loss) 

* (2,369) 

1.755 

(6,775) 

521 

40,222 

35,528 

(92,203) 

998 

Net Earnings (Loss) 

Per Share 

* (0.19) 

0.15 

(0.55) 

0.04 

l 

3.25 

2.94 

(7.39) 

0.07 

Dividends Per Common 

Share 

$ 0.33 

0.315 

0.33 

0.33 

0,33 

0.33 

0.33 

0.33 

Dividends Per Series A 

Preferred Share 

$ 0.20 

0.20 

0,20 

0.20 

0.20 

0.20 

0.20 

0.20 


Market Price of 
Common Shares — 


High 

$ 

30 % 

26% 

29 % 

29 

30 

28 % 

36 % 

30 

Low 

$ 

26 

24 

26 % 

24 Vi 

27 

25 Vi 

28 % 

24% 


Market Price of Series A 


Preferred Shares — 


High 


$ 

22 

2014 

22% 

22 x h 

23 

22 % 

28% 

23% 

Low 


$ 

20 Yz 

19% 

21 

19% 

21 % 

21 J /2 

22% 

19% 


Notes: The following adjustments and events were 
reflected in the fourth quarter: 

■ Income Taxes — As a result of differences between the 
actual year-end effective rax rate before unusual items and 
the rate previously estimated, net earnings in the fourth 
quarter were increased approximately $3-2 million, or 

SO.26 per share, in 1986 and SI.5 million, or SO.12 per 
share, in 1985. In addition, during the fourth quarter of 
1986, the Company provided an additional income tax 
charge of $9.3 million, or $0.76 per share. See the Income 
Taxes note to the Consolidated Financial Statements. 

■ LIFO Inventories — As a result of differences between 
the actual year-end LIFO calculation and previous esti¬ 
mates, cost of sales decreased approximately $2.3 million 
in the fourth quarter of 1986 and net results increased by 
approximately $1.2 million, or SOTO per share. Similarly, 
cost of sales decreased approximately $6.7 million in the 
fourth quarter of 1985 and net results increased by ap¬ 


proximately $3.5 million, or $0.28 per share. 

■ Unusual Items — Unusual items in the fourth quarter of 
fiscal 1986 included $115.7 million for business restructur¬ 
ing and $4.4 million for net equity in reinsurance losses 
of an unconsolidated insurance subsidiary. These unusual 
items reduced net income, after applicable income tax 
benefits, by $75.3 million, or $6.11 per share. See the 
Unusual Items note to the Consolidated Financial 
Statements. 

■ Earnings (Loss) Per Share — Per share amounts for the 
individual quarters of fiscal 1986 do not total to the per 
share amounts for the full year due to the unusual charges 
and net losses in the fourth quarter and full year of 1986, 
which resulted in exclusion of antidilutive shares for those 
periods. 

The Quarterly Data should be read in conjunction with 
the Notes to Consolidated Financial Statements . 
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Consolidated Statements of Changes in Financial Position 



(amounts in thousands) 


Year Ended March 31, 



1986 

1985 

1984 

Funds Provided By Operations — 

Net earnings (loss) 

* (61,125) 

S 38,802 

$ 35.387 

Depreciation and amortization 

26,158 

25,167 

20,901 

Deferred income taxes 

(36,865) 

16,2 11 

20,436 

Losses on business restructuring and reinsurance 
losses noi affee ling funds 

120,100 



Other 

(5,563) 

8,746 

3,210 

Total Provided by Operations 

42,705 

88,926 

79,934 

Proceeds From Sale and Leaseback 

of Corporate Headquarters 

55,450 


— 

Other Non-Debt Uses (Sources) of Funds — 

Increase in customer receivables 

36,255 

18,198 

75,289 

Increase in merchandise inventories 

57,581 

31,782 

71,699 

Decrease (increase) in payables and accruals 

(51,036) 

9,577 

(6,025) 

Portion of business restructuring provisions 
included in working capital changes 

103,150 



Additions to property plant and equipment 

35,510 

21,149 

29,553 

Corporate headquarters 

— 

— 

35,706 

Cash dividends 

10,867 

10,205 

9.377 

Proceeds from sale of property and equipment 

(6,375) 

(5,855) 

(4,576) 

Other, net 

1,612 

(1,675) 

(19,037) 

Total Other Uses, Net 

187,564 

85,381 

191,986 

Net Funds Used to Decrease (Provided 

From Increase in) Debt 

$ (89,409) 

$ 5.545 

$(.l 12,052) 


Decreases (Increases) in Components of Debt — 

Issuance of long-term notes 

$ — 

1(50,000) 

1 — 

Other additions to long-term debt 

(45,108) 

( 60 , 000 ) 

(26,016) 

Reductions of long-term debt 

73,788 

15,542 

6,379 

Current portion of long-term debt 

(1,456) 

1,086 

409 

Current notes payable 

(116,633) 

98,917 

(92,824) 

Decrease (Increase) in Debt 

* (89,409) 

s 5,545 

$(1 12,052) 


See Notes to Consolidated Financial Statements. 







































































Consolidated Statements of Shareholders’ Investment 



(amounts in thousands) 

Capital Stock 


Additional 


Foreign Currency 
Translation 
Adjustments 



Series A 
Preferred 

Common 

Class B 
Common 

Paid-In 

Capital 

Retained 

Earnings 

Treasury 

Stock 

Balance, March 31, 1983 

1151 

S 10,949 

$ 3,901 

S 127,682 

S 360,480 

* (6,599) 

S (87,730) 

Net earnings 





35,387 



Cash dividends — 

Common 





(9,270) 



Series A Preferred 





(107) 



Stock dividend — 

Class B Common 



148 

4,706 

(4,854) 



Translation adjustments 






49 


Conversions imo Common 

(26) 

140 

(119) 

5 




Treasury stock issued under 
stock plans and other 




(532) 

(4) 


7,735 

Balance, March 31, 1984 

:25 

11,089 

3,930 

131,861 

381,632 

(6,550) 

(79,995) 

Net earnings 





38,802 



Cash dividends — 

Common 





(10,115) 



Series A Preferred 





(90) 



Stock dividend — 

Class B Common 



185 

4,768 

(4,953) 



Translation adjustments 






(5,998) 


Conversions into Common 

(33) 

195 

(168) 

6 




Treasury stock issued under 
stock plans and other 




(372) 

(3) 


3,943 

Balance, March 31, 1985 

92 

11,284 

3,947 

136,263 

405,273 

(12,548) 

(76,052) 

Net loss 





(61,125) 



Cash dividends — 

Common 





(10,800) 



Series A Preferred 





(67) 



Stock dividend — 

Class B Common 



177 

4,977 

(5,154) 



Translation adjustments, 
including $6.3 million of 
losses recognized related 
to expected disposal 
of a business 






15,987 


Conversions into Common 

(16) 

152 

(139) 

3 




Treasury stock issued under 
stock plans and other 




387 

(4) 


1,401 

Balance, March 31, 1986 

$ 76 

*11,436 

*3,985 

*141,630 

$328,123 

*3,439 

*(74,651) 


See Notes to Consolidated Financial Statements. 
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Notes to Consolidated Financial Statements 


Summary of Significant Accounting Policies 


■ The Company’s Business consists principally of the 
retail sale of jewelry merchandise. 

■ Consolidated Financial Statements include all majority 
owned subsidiaries except for the Company’s insurance 
subsidiaries. The investments in the insurance subsidiaries 
and certain 20-50 percent owned entities carried on the 
equity basis are included under the caption “Other 
Assets". The Company’s equity in the results of operations 
before unusual items of the insurance subsidiaries are 
included as reductions of “Selling, general and 
administrative" expenses. The Company’s share of net 
earnings in the 20-50 percent owned entities are included 
as reductions of “Cost of sales". All significant intercom¬ 
pany transactions have been eliminated. Except for rein¬ 
surance losses during fiscal 1986, the results of uncon¬ 
solidated insurance and equity subsidiaries were not 
significant. Cash dividends received from the insurance 
subsidiaries in 1985 totalled $8.0 million and were includ¬ 
ed in “Funds Provided by Operations — Other" 

(see page 23). 

Certain prior year financial statement information has 
been reclassified to conform with fiscal 1986 
presentations. 

■ Customer Receivables are classified as current assets, 
including amounts which arc due after one year. This is 
consistent with trade practices. Finance charge income of 
$51.8 million in 1986, $47.8 million in 1985 and $370 
million in 1984 has been reflected as a reduction of “Sell¬ 
ing, general and administrative" expenses, 

■ Merchandise Inventories are stated at the lower of cost 
or market which is determined primarily in accordance 
with the retail inventory method. Substantially all 
domestic inventories are valued using the last-in, first-out 
(LIFO) method, while substantially all international inven¬ 
tories are valued on a first-in, first-out (FIFO) basis. The 
allowance for market valuation at March 3L 1986, was 
determined on a portion-of-pools basis with associated 
LIFO costs determined based on most recent LIFO layers 
(see Unusual Items — Business Restructuring and 
Inventories ). 

■ Foreign Currency Translation adjustments include gains 
and losses arising from translation of assets and liabilities 
for certain international operations at the current ex¬ 
change rate, with revenues and expenses translated at the 
average exchange rate. Also included are gains or losses 
from domestic borrowings of foreign currency designated 
as hedges of investments in international operations. 
Resulting translation adjustments are recorded directly to a 
separate component of “Shareholders’ Investment". 

Foreign currency translation losses at March 31, 1986, of 
the United Kingdom retail subsidiary to be sold, have 


been removed from the separate component of “Share¬ 
holders’ Investment" and recorded as part of the expected 
loss on disposition (see Unusual Items — Business 
Restructuring ). 

■ Depreciation and Amortization are computed using the 
straight-line method over the estimated useful lives of the 
assets or remaining lease life, whichever is shorter. 

Original cost and related accumulated depreciation are 
removed from the accounts in the year assets become 
fully depreciated. Gains or losses on disposition of prop¬ 
erty and equipment are included in earnings in the year 
of disposal. Computer software costs related to the 
development of major systems are capitalized as incurred 
and are amortized over their useful lives. 

■ Store Preopening Costs are charged to results from 
operations in the period in which the store is opened. 
Deferred store preopening costs at each year-end were not 
significant. Store closing costs are estimated and recog¬ 
nized in the period in which the store is dosed. These 
costs include the present value of expenditures for 
estimated rentals net of anticipated sublease income, loss 
on retirement of property and equipment and other 
related occupancy costs. 

■ Advertising Expenses are charged against earnings 
when incurred. Amounts charged to earnings were $65.6 
million in 1986, $64.0 million in 1985 and $56.9 million 
in 1984. 

■ Income Tkxes include deferred taxes arising from the 
recognition of revenues and expenses in different periods 
for income tax and financial statement purposes. Invest¬ 
ment tax credits are reflected as a reduction of the provi¬ 
sion for income taxes in the year such credits arise. The 
net gain from the 1982 purchase of tax benefits related to 
a “Safe Harbor" tax lease agreement is amoritized to 
results of operations using a constant rate of return 
method and is classified within “Selling, general and 
adminstrative" expenses. 

■ Net Earnings (Loss) Per Share is based on the average 
number of all classes of common and common equivalent 
shares outstanding during each year which have a dilutive 
effect. For this purpose all classes of stock outstanding are 
considered to be common or common equivalents. Stock 
options are also included as common stock equivalents if 
the effect on net earnings per share is dilutive. The 
average numbers of common and common equivalent 
shares used in computing net earnings (loss) per share 
were 12,315,000 shares in 1986, 12,125,000 shares in 1985 
and 11,763,000 shares in 1984. Fully diluted net earnings 
(loss) per share is not shown since the dilutive effect is 
not material. 
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Unusual Items 


Unusual items during fiscal 1986 were comprised of the following (amounts in thousands): 


Business Restructuring: 

Provision for market valuation of merchandise inventories 

$ 73,700 

Provision for estimated losses on disposal of business units and for other restructuring costs 

42,000 

Total Business Restructuring 

115,700 

Equity in reinsurance losses of an unconsolidated insurance subsidiary, net of tax benefits 

4,400 

Total Unusual Items 

$ 120,100 


■ Business Restructuring: In March 1986, the Company 
adopted a major restructuring program in an effort to 
improve future profitability. As a part of this program, the 
Company will take immediate and definitive actions to 
achieve a more current and fashionable merchandise selec¬ 
tion, By taking significant markdowns in an effort to 
dispose of substantially all of its older, slower-moving 
merchandise during fiscal 1987, the Company will depart 
from its traditional approaches for handling this less 
productive inventory. 

As the other major part of this restructuring program, 
the Company will also dispose of its catalog, airport 


newsstand and international retail business units. Sales 
from these business units totaled $197.2 million in fiscal 
1986, $176.8 million in fiscal 1985 and $162.0 million in 
fiscal 1984. Net assets of these business units were includ¬ 
ed in the Consolidated Balance Sheet as of March 31, 

1986, and were net of $6.6 million of allowances to 
reflect estimated net realizable value. Accounts payable and 
accruals included $12.3 million of estimated operating 
losses during the disposal period. Those net assets were 
as follows (amounts in thousands): 


Cash ___ . ' ' - _ $ 4,957 

Customer receivables, net 5,398 

Merchandise inventories 60,715 

Other current assets 2,778 

Property and equipment 21,046 

Deferred income taxes 2,216 

Other noncurrent assets 3,078 

Current debt ( 8 , 466 ) 

Accounts payable and accruals ( 53 , 582 ) 

Deferred currency translation gains ( 4 , 093 ) 

Net assets $ 34,047 


■ Equity in Reinsurance Losses of Unconsolidated 
Insurance Subsidiary: During fiscal 1986, the Company’s 
unconsolidated property and casualty insurance subsidiary 
incurred substantial unusual claims losses related to rein¬ 
surance contracts. The subsidiary had participated in these 
reinsurance contracts several years previously and had, in 
turn, reinsured most of its risks with other reinsurance 
carriers. As a result of the pervasive problems in the pro¬ 


perty and casualty insurance industry, some of these rein¬ 
surers became insolvent and were unable to fulfill their 
obligations under the reinsurance agreements. As a result, 
the subsidiary charged results of 1986 operations for 
$4.4 million (after income tax benefits of $3-7 million) to 
increase loss reserves for the expected cost of these 
unusual claims losses and failed reinsurers. 
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Invent* -fie* 


Merchandise inventories valued under the LIFO method at each year-end were 
million in 1985. Inventories at each year-end were as follows: 

$402.4 million in 1986 and $361.6 

(amounts in thousands) 

March 31. 



1986 

1985 

At current cost, as determined under the retail method 

*655,878 

* 526,397 

Allowance for market valuation 

(73,700) 

— 

LIFO reserve 

(125,300) 

(127,100) 

Net LIFO cost of merchandise inventories 

1 456,878 

$ 399,297 


Property and Equipment 


The Company’s property and equipment consisted of the following: 


(amounts in thousands) March 31, 



1986 

1985 

Land 

* 5,541 

$ 8,706 

Buildings and leasehold improvements 

103,426 

145,287 

Furniture and fixtures 

127,797 

117,473 

Construction in progress 

7,436 

4,104 


244,200 

275,570 

Less — Accumulated amortization and depreciation 

(106,140) 

(92,263) 

Total 

S 138,060 

$ 183,307 


In 1984, the Company completed construction of a new 
corporate headquarters. Capitalized interest on this facility 
in 1984 was $5.3 million. In April 1985, the Company 
entered into a sale and simultaneous 25-year operating 
leaseback of a portion of its corporate headquarters. 


Proceeds of the sale approximated $5 5.5 million com¬ 
pared with a carrying value of $51.5 million. The resulting 
gain has been deferred and is being amortized as a reduc¬ 
tion of future rent expense over the lease term. 
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Lease Commitments 


The Company rents most of its retail space under leases 
which generally range from five to fifteen years and 
which may contain minimum rent escalations and renewal 
options for consecutive one to five year periods. In addi¬ 
tion, the corporate headquarters is leased under a 25 year 
agreement that began in fiscal 1986. All existing 


leases are treated as operating leases. Minimum sublease 
rental income under noncancelable subleases is not 
material. 

Rental expense included in the Consolidated Statements 
of Operations was as follows: 


(amounts in thousands) 

1986 

1985 

1984 

Retail Space — 

Minimum rentals 

* 62,633 

* 61,200 

$62,411 

Rentals based on sales 

25,826 

17,145 

11,788 

Subtotal — Retail Space 

88,459 

78,345 

74,199 

Equipment and Corporate Headquarters 

15,475 

7,193 

5,514 

Total — Rent Expense 

*103,934 

$85,538 

$79,713 


Future minimum rental commitments as of March 31, 
1986, for all noncancelable leases of ongoing operations 
(excluding business units to be eliminated), were as 
follows: 1987 — $45,8 million; 1988 — $42.5 million; 
1989 — $39.3 million; 1990 — $37.2 million; 1991 — 
$34,3 million; thereafter — $242,3 million; for a total of 
$441.4 million. 


Of the $184,5 million total future operating lease com¬ 
mitments at March 31, 1986, of business units to be 
disposed, the Company recorded $10.7 million for 
accrued losses on lease commitments. The Company 
expects that the remaining commitments will be 
eliminated by sale of the business units or through other 
arrangements. 


Financing 

Short-term borrowings were as follows: 

(amounts in thousands) 



March 31, 



1986 


1985 

1984 

Commercial paper 

*139,369 


S 80,73 5 

$ 139,461 

Notes payable to banks - domestic 

81,267 


8,737 

607 

Borrowings under credit facilities — 

Other notes payable to banks - international 

8,133 


8.399 

20,985 

Bankers’ acceptances 

30,000 


— 

45,000 

Total short-term borrowings 

*258,769 


$ 97,871 

$206,053 

Less — Short-term borrowings classified as long-term debt 

(125,000) 


(80,735) 

(90,000) 

Total borrowings classified as short-term 

*133,769 


$ 17,136 

$116,053 

Average amount of short-term borrowings 
outstanding during the year 

*156,045 


$218,737 

$ 142,112 

Maximum amount of short-term borrowings 
outstanding during the year 

*258,769 


$ 270,693 

$ 206,053 

Average interest rate at year-end 

8.0% 


8.6% ' 

9.8% 

Average interest rate during the year 

8.5% 


10.4% 

9,5% 
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Financing (Confirm ed) 


At March 31, 1986, the Company had $263 million of 
available credit facilities, including bank lines and bankers’ 
acceptances, of which $225 million were unused. The 
total bank lines consisted of $125 million of revolving 
credits which could be used either to support the Com¬ 
pany’s domestic commercial paper borrowings or for 
general corporate purposes, $50 million of standby credits 
maintained to support commercial paper borrowings and 
$13 million maintained by the Company’s international 
subsidiaries. Available bankers’ acceptances totaled $75 
million. 

The $125 million revolving bank credit agreement may 
be converted at the Company’s option into a four-year 
term loan at August 31, 1988, one-half of which would be 
payable in sixteen equal quarterly installments beginning 
September 30, 1988, with the remainder payable on 
August 31, 1992. 

Subsequent to March 31, 1986, the Company’s commen 
cial paper debt ratings were downgraded and the Com¬ 
pany began a program to refinance its commercial paper 


borrowings using the convertible revolving agreement and 
its standby credits. Accordingly, as of March 31, 1986, the 
Company has classified $125 million of its commercial 
paper borrowings as long-term. 

Interest on the Company’s bank credit lines is generally 
payable at the lenders’ prime commercial rates or, at the 
Company’s option, at rates based on certificate of deposit 
rates or London interbank offer rates (LIBOR). Commit¬ 
ment fees are generally payable at 3/8 percent of the 
unused credit lines. The revolving bank line also requires 
maintenance of compensating balances (or payment of 
equivalent fees) of 5 percent of the average outstanding 
borrowings, increasing to 8 percent at August 31, 1988. 
Certain of the standby lines permit the Company to main¬ 
tain compensating balances in lieu of the payment of 
commitment fees. All of the compensating balances are 
subject to withdrawal by the Company at its option. 

The Company has also guaranteed $12 million of 
borrowings of unconsolidated subsidiaries at 
March 31, 1986. 


Long-term debt consisted of the following: 


(amounts in thousands) 

March 31, 



1986 

1985 

Short-term domestic borrowings classified as long-term 

5125,000 

5 80,735 

Borrowings under convertible revolving bank credit agreement 

— 

60,000 

13.8% Notes due in 1989 

50,000 

50,000 

14.0% Notes due in 1987 

50,000 

50,000 

16.5% Subordinated promissory note, payable $4.1 million annually 

11,733 

20,639 

13.0% Promissory note, payable $1.4 million annually 

2,800 

5,600 

Other 

2,643 

2,426 


5242,176 

S 269,400 

Less — Long-term debt due within one year 

(7,316) 

( 5 , 860 ) 

Noncurrent portion of long-term debt 

5234,860 

$263,540 


Fiscal year scheduled maturities of long-term debt, at 
March 31, 1986, including long-term maturities under the 
short-term domestic borrowings classified as long-term, 
were as follows: 1987 — $73 million; 1988 — 

$55.5 million; 1989 — $16.2 million; 1990 — $65-6 
million, 1991 — $15.6 million; and thereafter — $82.0 
million. 

The Company’s financing agreements contain provisions 


which require minimum levels of working capital and 
place maximum limits on liabilities and debt, guarantees 
of debt, rents, purchases of treasury stock, payments of 
dividends and sales of assets. A waiver was obtained for 
the current year regarding the rental expense ratio limita¬ 
tion. Approximately $25 million of retained earnings was 
available for payment of cash dividends as of March 31, 
1986 . 


29 











































































Income Taxes 


Effective income tax rates varied from the Federal statutory rate as follows: 


(amounts in thousands) 

1986 

1985 

1984 

Federal income tax charge (credit) at statutory rate 

<( 42 , 424 ) 

$27,509 

825,340 

State income taxes, net of Federal income taxes 

( 716 ) 

1,236 

1,249 

Impact of international operations 

( 1 , 235 ) 

(462) 

262 

Tax exempt income of a subsidiary 

( 5 , 161 ) 

(5,403) 

(4,372) 

Investment tax credit 

( 756 ) 

(673) 

(1,882) 

Difference in book and tax basis of an 
international business unit to be disposed 

9,393 



Provision for additional income tax reserve 

9300 

— 

— 

Other 

499 

(1,207) 

(897) 

Total charge (credit) for income taxes 

<( 31 , 100 ) 

$21,000 

$19,700 

Effective income tax rate 

33 . 7 % 

35.1% 

35.8% 


The charges (credit) for current year income taxes included the following: 


(amounts in thousands) 

1986 

1985 

1984 

Current — 

Federal 

$ — 

$ 146 

$ (4,527) 

State, including Puerto Rico 

4,259 

3,933 

3,297 

International 

1,506 

710 

494 

Total current 

5,765 

4,789 

(736) 

Deferred — 

Business restructuring 

( 44 , 681 ) 



Sale/leaseback of corporate headquarters 

( 6 , 654 ) 

— 

— 

Gross profit on installment sales 

9,871 

5,306 

18,849 

Provision for additional income tax reserve 

9300 

— 

— 

Accelerated depreciation 

1,225 

3,610 

3,421 

Capitalized computer software 

336 

1,422 

1,411 

Safe Harbor tax lease 

( 517 ) 

1,217 

2,696 

Capitalized interest during construction 

— 

— 

2,460 

Reinstatement (reversal) of deferred taxes due to use 
(creation) of net operating loss carryforwards 

( 6 , 954 ) 

3,414 

(9,336) 

Other, net 

1,209 

1,242 

935 

Total deferred 

( 36 , 865 ) 

16,211 

20,436 

Total charge (credit) for income taxes 

<( 31 , 100 ) 

$21,000 

$19,700 


The Company’s Puerto Rican operation is taxed under an income exempt from taxation dependent on minimum 
agreement with the Puerto Rican Government providing employment levels, 
for a partial exempt status to 1995, with the portion of 
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Income Faxes (Continued ) 


As of March 31, 1986, domestic operations had loss 
carryforwards for Federal income tax return purposes of 
approximately $30 million, and had investment and other 
tax credit carryforwards of approximately $3 million. 

These carryforwards were available to reduce future tax¬ 
able income and income taxes payable and expire in years 
1999 through 2001, These domestic tax benefits have 
been recognized in the accompanying Consolidated 
Statements of Operations through the reversal of deferred 
tax credits. Certain international retail operations to be 
sold had loss carryforwards for tax return purposes 
approximating $25 million, which have not been 
recognized for financial reporting purposes. These interna¬ 
tional tax loss carryforwards expire primarily from 1987 
through 199T 

The Internal Revenue Service (IRS) is currently examin¬ 
ing the Company’s Federal income tax returns for fiscal 

years 1978 through 1982, In addition, the fiscal years 
subsequent to 1982 are still open and have not been 
reviewed by the IRS. To date, the IRS has not asserted any 
deficiency for the years under examination. However, it 
has questioned the manner in which the Company 
applied tax regulations concerning the LIFO inventory 
valuation method, which the Company initially adopted 
in 1978. As a result of the continuing evaluation and the 
complexity of the technical tax issues involved, their 
potential impact on all open years, the various alternative 
approaches that might be used in reaching resolution, and 
the significant period of time and effort that may be 
required until the matter is resolved, during fiscal 1986 
the Company determined that an additional reserve for 
income taxes of $9-3 million should be established, 
primarily related to the technical application of LIFO. 

Capital Stock 

Holders of Series A Preferred Stock are entitled to 
cumulative annual dividends of $0.80 per share and, in 
liquidation, to receive $30 per share plus unpaid 
dividends (total liquidation preference of $2.3 million at 
March 31, 1986). The shares are convertible at any time 
into 0.8 shares (subject to adjustment under certain condi¬ 
tions) of Common Stock and may be called for redemp¬ 
tion by the Company at $40 per share plus unpaid 
dividends. 

Class B Common Stock is convertible into Common 

Stock on a share-for-share basis. All such shares may be 
called for conversion at any time by action of the Board 
of Directors, 

Dividends may be declared on the Common Stock 
without dividends having been declared in that calendar 
year on the Class B Common Stock, but not conversely. 

The per share amount of any dividends declared in any 
calendar year on Class B Common Stock (whether in cash 
or shares of Class B Common Stock, or both) can not ex¬ 
ceed the amount of the dividends declared on each share 
of Common Stock in that same calendar year. 

At March 31, 1986, 3 million shares of Series A Prefer¬ 
red Stock, 30 million shares of Common Stock and 12 
million shares of Class B Common Stock were authorized. 
All capital stock has a par value of $1 per share. 

At March 31, 1986, 5,844,384 total shares of Common 
Stock were reserved for issuance, of which 6l,199 shares 
were reserved for conversion of Series A Preferred Stock, 
3,984,867 shares were reserved for conversion of Class B 
Common Stock and 1,798,318 shares were reserved under 
option and other stock plans. 
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Stock Plans and Profit Sharing 


The Company has adopted a stock option plan under 
which either incentive stock options or non-incentive 
stock options, or both, may be granted to key employees. 
Options are granted at the fair market value of the shares 
granted, except for key employees who own more than 

10 percent of the total voting power of all classes of the 
Company’s stock, for whom options are granted at a price 
equal to 110 percent of the fair market value. Generally 

one-half of the shares granted become exerciseable one to 
two years from the date of grant and all of the shares are 
exercisable after three years from the date of grant. 

Options granted expire up to ten years from the date of 
grant except for options granted to key employees who 
own more than 10 percent of the total voting power of all 
classes of the Company’s stock, whose options expire 
after five years. 


Shares Available 

Options Outstanding 


for Grant 

Shares 

Price Per Share 

Balance, March 31* 1984 

495,615 

460,212 

$16.13 to $31.75 

Granted 

(18,700) 

18,700 

$25.63 to $29.56 

Lapsed or cancelled 

35,766 

(35,766) 

$20.13 to $26.63 

Exercised 

— 

(109,435) 

$16.13 to $22.50 

Balance, March 31* 1985 

512,681 

333,711 

$20.44 to $31.75 

Granted 

(5,000) 

5,000 

$26.38 to $28.63 

Lapsed or cancelled 

71,768 

(71,768) 

$20.44 to $26.63 

Exercised 

— 

(71,329) 

$20.44 to $26.63 

Balance, March 31, 1986 

579,449 

195,614 

$20.44 to *31-75 

Options exercisable at March 31, 1986 


104’ 175 

$20.44 to $31-75 


The Company has a qualified, noncompensatory, General 
Employees' Stock Purchase Plan whereby employees, 
upon completion of one year of service as defined, can 
subscribe to purchase from 10 to 300 Common shares at 
85 percent of the lower of the fair market value on either 
November 1 or the following October 31. During 1986, 
24,545 shares were issued to employees under this plan 
with the difference between the cash received and the 
cost of the treasury shares being charged to Additional 
paid-in capital". At March 3h 1986, stock subscriptions for 
25,523 shares were outstanding under this plan. 

The Company maintains a Restricted Stock Plan for cer¬ 
tain key executive employees. The aggregate number of 
shares which may be granted under the plan cannot 
exceed 1,000,000. Shares awarded under the plan are 
restricted for an initial period of one to four years, after 
which 20 percent becomes freely transferable annually. 
The fair market value of the stock at the grant date is 
recognized as compensation expense over the restricted 
period of the shares. Under this plan, the Company 
granted 38,000 shares in 1986, 42,500 shares in 1985 and 


132,750 shares in 1984, and amortized compensation 
expense of SI.3 million, $1.4 million and $1.4 million, 
respectively. Shares granted as of March 31, 1986, totaled 
434,100. 

In 1984, the Company adopted a Payroll Based Stock 
Ownership Plan. Substantially all employees are 
automatically enrolled in the plan upon completion of 
one year of service as defined. All contributions to the 
plan are made by the Company and are divided equally 
among the employees who are eligible to partiepate in 
that year’s contribution. Company contributions to the 
plan were $0.7 million in 1986, $0.7 million in 1985 and 
$0.6 million in 1984. 

A noncontributory Profit Sharing Plan is maintained by 
the Company under which Company contributions are 
made on a discretionary basis as authorized by the Board 
of Directors. Substantially all employees are eligible par¬ 
ticipants of the plan upon completion of one year of ser¬ 
vice as defined. The Company's contribution to the plan 
was $2.5 million in 1986, $4.6 million in 1985 and $5.1 
million in 1984. 
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Geographic In formation 


The Company’s non-U-S. operations are comprised 
primarily of the retail jewelry stores in Western Europe 
and the United Kingdom. The Company follows the 
practice of consolidating these operations one month in 
arrears. The primary functional currencies used to 
measure these international operations are the West 


German mark and the British pound. Intersegment sales, 
which were made at cost, were insignificant. See Unusual 
Items — Business Restructuring for further information 
regarding the Company’s plans to dispose of these interna¬ 
tional retail operations. 

Geographic information was as follows: 


(amounts in thousands) 

1986 

1985 


1984 

Net Sales — 

Domestic 

1 1,008,510 

$ 971,300 

$ 

920,562 

International 

98,663 

83,038 


82,657 


* 1,107,173 

*1,054,338 

*1,003,219 

Earnings before Interest, 

Unusual Items and Income Taxes — 

Domestic 

$ 52,442 

S 94,965 

$ 

75,358 

International 

7,355 

5,531 


1,347 


$ 59,797 

* 100,496 

$ 

76,705 

Earnings (Loss) before Unusual Items 
and Income Taxes — 

Domestic 

* 21,961 

S 56,330 

$ 

56,250 

International 

5,914 

3,472 


(1,163) 


* 27,875 

* 59,802 

$ 

55,087 

Identifiable Assets at Fiscal Year-end — 

Domestic 

% 930,092 

S 907,375 

$ 

867,153 

International 

74,435 

47,793 


62,089 


* 1,004,527 

* 955,168 

$ 

929,242 


Supplementary Information on Effects of Inflation and Changing Prices (Unaudited) 


The consolidated financial statements included in this 
report were prepared in accordance with generally 
accepted accounting principles and thus reflect transac¬ 
tions in historical dollar values. In the late 1970’s and 
early 1980’s the high inflation rate caused serious concern 
among users of financial data because the financial 
statements of business enterprises did not adequately 
reflect the effects of inflation on the results of operations 
and financial position of these enterprises. Accordingly, 
the Financial Accounting Standards Board has required the 
following current cost information. 

Subjective judgment and numerous assumptions, 
including certain ones mandated by the accounting 
standards, are involved in developing these required 


disclosures. Therefore, the following results, amounts and 
disclosures should not be considered precise indicators of 
either the true trends of operations, the complete effects 
of inflation or the value of the assets of the Company. For 
example, costs and retail sales values per unit of the Com¬ 
pany’s merchandise have recently been stable or decreas¬ 
ing due to diamond and gold deflation. However, the 
accounting standards require the revaluation of prior 
years’ sales to unrealistic increased amounts based on 
general consumer price levels. 

Under the current cost method, the Company is 
required to evaluate the effect of changes in specific 
prices after removing the effect of general inflation. 

Various indices were used to determine these changes. 
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Supplementary Information (Continued) 

Current cost adjustments for property and equipment and 
the related depreciation expense were determined by the 
use of certain indices published by the Department of 
Commerce. Since the Company uses the last-in, first-out 
(LIFO) method of valuing substantially all inventories, the 
resultant cost of sales is deemed by the accounting 
standards to approximate current cost. Under the current 
cost method, the decrease in earnings is due primarily to 
the increase in depreciation expense. 

The gain from the change in purchasing power of net 
amounts owed represents the benefits the Company will 
receive from having net monetary liabilities which will be 
repaid in future dollars having less value. 

Net assets at year-end, an amount comparable to net 
shareholders’ investment in the historical-based financial 
statements, increased by a substantial amount in current 
dollars, reflecting what would be required to replace 
assets. 

(amounts in thousands) 

Year Ended March 31, 1986 


Historical 

Dollars 

Adjusted for Changes 
in Specific Prices 
(Current Costs) 

Net Sales 

$1,107,173 

$ 1,107,173 

Cost of sales (including buying and occupancy expenses) 

714,463 

720,039 

Selling, general and administrative 

332,913 

336,126 

Interest 

31,922 

31,922 

Earnings before Unusual Items and Income Taxes 

27,875 

19,086 

Unusual Items — Charges for Business Restructuring and 
Reinsurance Losses 

(120,100) 

(119,598) 

Loss before Income Taxes 

(92,225) 

(100,512) 

Income Taxes 

31,100 

31,100 

Net Loss 

$ (61,125) 

$ (69,412) 

Gain from change in purchasing power of net amounts owed 


2,790 

Loss after Purchasing Gain 


$ ( 66 , 622 ) 

Effect of increase in general price level 


$ 16,643 

Increase in current cost of inventories and property and equipment 

3,281 

Excess of increase in general price level over increase in current cost 

$ 13,362 

Merchandise inventories at year-end 

$ 456,878 

$ 575,889 

Net property and equipment at year-end 

$ 138,060 

$ 167,375 


The aggregate amount of depreciation and amortization included in expense categories for 1986 was $26.2 million in 
historical dollars and J31.2 million at current cost. 
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